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PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in us$ million unless otherwise indicated 
Exchange Rates (average for periods covered): 
1983:P11.224 First Annual 


1984:P16 .698 Half Percent 
1985 :P18.526 (First half) 1983 1984 1985 Change a 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices b/ 33,782.11 32,181.3 16,26.6 20.7 


GNP at 1972 prices b/ 3,799.6 5,600.6 2,472.2 (4.6) 
Per Capita GNP current prices b/ $649.0 $603.2 $297.0 17.4 
Fixed capital formation on durable 

equipment, 1972 prices b/ 985 .7 424.9 - S (0.4) 
Personal income, current prices b/ D2 ,930.8 6,340.2 - 
Manufacturing (value of production per employee)b/ a fh ,624.0r/$1, 684. 0 2.0 
Average labor productivity, current prices c/ 1,418.4 $1,384.5 na. - 
Average industrial money wage d/ P42.07 57.08 57.08 0 
Labor force (000 workers) 20,521 20,608 21,280 n.a. 
Ave. unemployment rate (%) 4.1 6.2 
MONEY AND PRICES 

Money supply b/ 2,317.0 2,015.1 
Interest rate (%) e/ 16.6 27.2 
Indices: Manila (period ave.) 

Wholesale prices (1978=100) 208.0 346.5 

Consumer prices (1978=100) 1% .3 291.5 
BALANCE OF PAYMENTS 
Central Bank gross reserves f/ : 886 .0 1,037.0 53.6 
Outstanding external debt g/ 19,713.7 nea - 
Annual debt service burden h/ R 2,049.0 na - 
Annual debt service ratio (%) i/ 18.8 na - 
Balance of payments 2,5173/2,681.0 
Balance of trade (261.3)(17.1) 
Exports, f.0.b. ‘ 2,308.8 (11.2) 

U.S. share (%) 34.6 (22.2) 
Imports, f.0.b. 2,570.1 (11.8) 

U.S. share (%) a2 (175) 
PRINCIPAL IMPORTS FROM THE U.S. (Jan-June 1985): electrical machinery, $72.2M; 
non-electrical machinery, $61.8M; cereals and cereal preparations, $60.6M; chemical & 
products, $62.8M; tobacco and tobacco manufactures, $23.0M; textile fibers, $17.0M; 
feeding stuff for animals, $16.0M. 
PRINCIPAL IMPORTS FROM ABROAD (Jan-June 1985): Mineral fuels and lubricants, $784.6M; 
materials and accessories for manufacture of electrical equipment, $303. 6M k/; chemicals 
and related products, $266.8M; non-electrical machinery, $188.5M; electrical machinery, 


a/Comparison between that period in 1985 and similar period in 1984. Percent changes 
from data originally available in pesos were calculated using peso values and therefore 
Will be different from dollar comparisons. 

b/Peso values converted to dollars, using average exchange rate for the period. 

C/Labor productivity measured in terms of net domestic product per employed person; peso 
value converted to dollars. 

d/Legislated daily wage rates for non-agricultural establishment in Metro Manila. 
e/Weighted average of money market rates. 

£/Reserves outstanding as of end of period. 

g/Excluding foreign borrowings of the banking sector, used mainly for liquidity purposes, 
h/Actual payments, e.g., excludes principal payments suspended under moratorium declared 
October 17, 1983. 

i/For debt of over l-year maturity, as defined by RA 6142, as amended (CB definition). 


3/BOP would have shown a surplus of $270 million if the impact. of rescheduling was 
discounted. 


k/Imported on consignment basis. p/Preliminary. r/Revised 
Sources: Central Bank, National Economic and Development Authority, 
National Census and Statistics Office, Ministry of Labor 
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SUMMARY 


During the first semester of 1985, the Philippine economy 
remained in its severest post-war recession, with real GNP down 
4.6 percent compared to the first semester of 1984. Real 
Output in the industrial sector fell by 12.6 percent, with the 
hard-hit construction sector falling by 28 percent. Service 
sector output fell by 1.1 percent, but the rate of decline 
Slowed. The agriculture, fishery and forestry sector grew by 
only 1 percent in the semester, as bad weather dampened 
growth. Monetary policy remained restrictive during the first 
semester, although the third quarter has witnessed a modest 
relaxation. Inflation abated rapidly in 1985 and had fallen to 
10.8 percent by October. Interest rates also dropped 
Significantly but less sharply, and real interest rates have 
become positive. 


Real personal consumption grew by 0.6 percent for the 
semester. On a per capita basis, this is a fall of 1.9 percent 
compared to the first half of 1984. Weak domestic demand will 
impede recovery. Tight fiscal policy produced a 7.3 percent 
drop in real government current expenditures for the semester, 
with the major cuts concentrated in operating and maintenance 
expenditures, leading to concern over the quality of 
Maintenance of existing infrastructure. While increases in 
inventories were sluggish, they indicate a significant reversal 
of the de-stocking of the second semester of 1984. 


The sharp improvement in the country's balance of payments 
surplus to $2.5 billion primarily reflects the effects of the 


debt restructuring. Nevertheless, a small balance of payments 
surplus of around $270 million was achieved even discounting 
the effects of debt relief. CB reserves have increased and can 
now cover 14 weeks of imports. 


The strength of the peso diminished marginally in the third 
quarter. The sizeable differential between the official rate 
and the parallel market rate experienced during 1984 remained 
insignificant throughout 1985. For the period Jan-Aug 1985 
exports were off by 14 percent compared to 1984. Imports also 
were down 16 percent. Export weakness imperils hopes for an 
export-led recovery while import weakness reflects lack of 
domestic demand. 


A commercial bank rescheduling package was approved on May 
20, 1985. The package included $925 million in “new money” and 
a $2.9 billion trade facility. The trade facility should 
normalize trade finance but the facility is not being used 
extensively because of reduced trade levels. 


A larger than planned government budget deficit has 
required a revision of the target agreed upon with the IMF. 
Weak trade-related revenues and budget support to government 
financial institutions plagued with non-performing assets are 
the chief causes. 





The announcement of snap elections for 1986 may threaten 
the tight discipline of the past year. Otherwise, the outlook 
is for continued austerity. Hopes that reduced interest rates 
would provide some stimulus to the domestic economy are 
dampened by the reluctance of investors due to political 
uncertainty. If an election reduces this uncertainty and if 
announced reforms to reintroduce market forces into the economy 
are seriously pursued, positive growth could emerge by 1986. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economic Performance 


The Philippine economy remains in the worst slump of the 
post-war era and the poor performance in the first semester of 
1985 deepens the decline suffered in 1984. Real GNP fell by 
4.6 percent compared to the same period in 1984. The value of 
output in the industrial sector dropped by 12.6 percent. 
Service sector output declined by 1.1 percent. The 
agriculture, forestry and fishery sector showed the economy's 
only real growth, expanding by a modest 1 percent. 


In the industrial sector, 
first semester output fell 28 
percent in the hard-hit PHILIPPINE GNP 
construction subsector, as a 
result of further cuts in 
government capital expenditures 
plus reduced private construction : 
activity. The mining and \ 
quarrying subsectcr, though, 
reversed its decline and grew by 
3.4 percent in the first 
semester. However, the closure 
of open pit copper mines by a 
major company in the second half 
may arrest this modest 
improvement, and several mining 
firms are in difficult financial 
condition. Manufacturing 
declined a further 9.7 percent 
after falling by 8.4 percent the 
previous semester, primarily — “= 
because of weak domestic demand. Zw wy sev ns 
Access to foreign exchange is no 
longer a constraint. The 
contribution of the industrial sector to GDP has declined by 5 


percent since the first half of 1983 to 32 percent in the first 
half of 1985. 


SSS cee 


The weak growth in the agriculture, fishery and forestry 
sector of 1 percent was the only positive element of the first 
semester's performance. The sector continues to suffer from 
low world prices for the major export commodities, sugar and 





coconut products. The growth rate for the sector would have 
been higher if bad weather in the second quarter, resulting in 


zero growth, had not offset the 2.1 percent growth in the first 
quarter. 


The decline in the service sector continued but at a lower 
rate. The service sector now accounts for 40.5 percent of GDP, 
up from 38.4 percent in early 1983. This reflects the residual 
role of the sector as agriculture and manufacturing fail to 
produce adequate employment opportunities, rather than 
increased importance of the sector. 


The money supply (M-l) was 
gradually reduced during the MONEY SUPPLY AND INFLATION 
first semester of 1985. The YEAR-TO-YEAR CHANGE 
third quarter has witnessed 
modest growth in the money 
supply as inflation has been 
brought under control. 
Liquidity growth remained well 
within the target range of the 
IMF stabilization program 
during the second and third 
quarters of 1985. 


Inflation, which ravaged 
the economy in 1984, has 
abated rapidly in 1985. In 
January 1985 the year-to-year 
CPI increase was 45.3 percent 
but by June it had fallen to 
27.7 percent, and by October 
to 10.8 percent. The drop in 
inflation has allowed a sharp 
decline in domestic interest OctB4 JonBS Apr5 
rates. CB 30-day bills were 
sold at around 18 percent in o CPI + M-1 
September 1985, while the rate 
for the same bills in January 
1985 was around 32-33 percent. Bank loan rates in September 
1985 were down to 23 percent from 29-30 percent the year 
before. With the reduction in inflation, real interest rates 
have again become positive. 


Real personal consumption expenditures grew by 0.6 percent 
for the semester, far slower than the rate of population growth 
and a slower rate than in 1984. On a per capita basis, 
personal consumption expenditures fell by 1.9 percent compared 
to first semester 1984. This weak domestic demand will be a 
drag on recovery. 


Continued tight fiscal policy produced a 7.3 percent drop 
in real government current expenditures for the semester. 
Salary expenditures dropped only marginally while other 





expenditures fell by nearly 19 percent. This decline continues 
the trend noted in 1984, and these prolonged cuts in operating 
and maintenance expenditures create concern that existing 
infrastructure is not being properly maintained. 


Gross capitel formation was down 15.9 percent for the 
semester. Increases in inventories were below 1984 first 
semester levels in real terms, but show a significant reversal 
of the de-stocking experienced in the second semester of 1984. 
The current peso value of inventories for the first semester of 
1985 was estimated to have increased by ee 3 billion pesos 
over the first semester of 1984. 


External Account 


The overall balance of payments position for the first half 
of 1985 showed a sharp improvement over the first half of 1984 
with a surplus of $2.517 billion. This large surplus, however, 
primarily reflects the effects of debt restructuring. Even 
without this relief, a small balance of payments surplus of 
around $270 million would have been realized. The first 
semester current account deficit narrowed dramatically to $71 
Million, primarily due to a sharp reduction in the services 
deficit. The merchandise trade deficit narrowed but both 
imports and exports remained below 1984 levels. Import 
weakness reflected low domestic demand while export performance 
was dampened by low world prices for the Philippines' 
traditional exports and sluggish world demand for the country's 
non-traditional exports. Net transfers increased by 41 percent 
over 1984, as more overseas workers channeled their repatriated 
earnings through the banking system following the disappearance 
of a significant differential between the parallel market and 
interbank exchange rates. 


The capital account surplus of $2.1 billion reflects net 
flows of long-term capital of $2.15 billion as a result of 
rescheduling. The contribution of direct investments is up 
_ from 1984, but remains low in historical terms. A sharp net 
outflow of short-term capital reflected repayments of excess 
credits for oil imports which had been rolled over since 1983. 


Gross foreign reserves of the CB were up to $1.5 billion by 
the end of August 1985, equivalent to 14 weeks of imports at 
the sluggish first semester 1985 import levels. This is nearly 
three times the reserve level in April of this year. 


Exchange Rate 


Exchange regulations were liberalized in October 1984 and 
the peso depreciated by 10 percent against the dollar in the 
first few trading days. The sizable differential between the 
official rate and the parallel market rate virtually 
disappeared. In early 1985 the peso began appreciating 
vis-a-vis the dollar (itself also appreciating), under the 
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influence of weak import 

demand and remaining 

restrictions on commercial FOREIGN EXCHANGE RATE 
banks' foreign exchange 

trading operations. The 
peso reached an average of 
P18.26/$1 in February before 
Central Bank buying halted 
the appreciation. 

Throughout the spring of 
1985 the peso stabilized at 
P18.50/$1. Slight downward 
movement was noted in July © 
and the peso again 
stabilized around P18.60/$1 
for the summer months. 
Downward movement resumed in 
September at around two 
centavos/week. By the end 
of October, the peso had 
depreciated to P18.76/$1. 


Parallel Market 


PESOS PER DOLLAR 


JULB4 
Note that the rates 
discussed refer to interbank 
transactions. Individuals or firms buying or selling foreign 
exchange to the banking system are subject to a 1 percent 


transactions tax plus a spread determined by the particular 
bank. 


Direction of Trade 


A : of asee trade 
deficit of $304 million was 
reported for the first eight EXPORTS — $5,091 MILLION 
months of 1985, resulting 
from total exports of $3.1 
billion and total imports of 
$3.4 billion. This is a 16 (2.6%) 
percent drop in imports and Socialist 
a 14 percent decrease in 
exports compared to the same 
period in 1984. However, Other 
this year's deficit was ESCAP 
lower than the $436 million mid-—Sast 
trade deficit in August 
1984. A trade breakdown by _ 
country of origin and 
destination indicates a 
decline in trade with the (11.6%) 
Philippines' major (19.3%) 
traditional partners -- 
Japan, the U.S. and the 
European community. In 
contrast, trade with ASEAN 
and socialist countries 
(including the PRC) has 


Other 6.1") 
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shown considerable 

expansion. Imports from the 

PRC increased by 56 percent a 
to $223 million (mostly oil) IMPORTS > 
and exports went up by 71 

percent to $52 million. 

Shipments to ASEAN countries Other <7.2) 
increased by 17 percent. 


53,395 MILLION 
AUGUST 1985 


The United States 
continues to be the 
Philippines' leading trading 
partner. It was the source 
of 25 percent of total 
imports and the market for (11.6%) 
nearly 36 percent of total 
exports for the first eight 
months of 1985. The 
neighboring ASEAN countries 
together were the second 
largest supplier (share 16 
percent), while Japan was SOURCE 
the second biggest market 
(share 19 percent). The Philippines enjoyed trade surpluses 
with the U.S., Japan, and the EEC, while trade deficits were 
noted with ASEAN, other ESCAP countries (Economic and Social 
Commission for Asia and the Pacific), the oil-exporting 
countries, and the socialist countries (including PRC). 


Table l 
DIRECTION OF TRADE 
JANUARY - AUGUST 1985 
(FOB value in million dollars) 


Country Imports Percent Exports Percent 
Change Change 
(Y/Y) (Y/Y) 


U.S. 852.4 -22.5 1,097.4 21.2 
Japan 473.4 -11.6 595.4 -17.7 
ASEAN Si. 7 “0.1 357.6 16.9 
Other ESCAP 378.0 4.8 262.6 -15 .6 
Middle East 393.6 -39.0 44.0 -8.3 
EEC 282.9 -36.1 401.3 -11.4 
Socialist a/ 239.3 59.0 81.4 27 2 
Other 243.5 -10.0 251.8 -16.7 


GRAND TOTAL 3,394.7 -15.9 3,091.4 -14.1 


a/ includes PRC 
Source: National Census & Statistics Office 





Exports 


Despite a decline in 
value, non-traditional exports 
accounted for 70 percent of 
the country's total export 
earnings for the first eight 
months of 1985, up from 62 
percent in 1984. Electronic 
and electrical equipment and 
parts, the top non-traditional 
dollar earners, registered a 
Sharp drop. Over-inventory 
positions of many importing 
countries for semiconductor 
devices and electronic 
microcircuits adversely 
affected these exports. 
Offsetting the declines were 
export gains posted by copper, 
nickel and iron ore. Exports 
of chemicals also grew 
subtantially, posting a 50 
percent increase to $93 
million. 


$ MILLION 


Exports of traditional 
products from the Philippines 
for the first eight months of 
1985 went down by nearly a 
third from the same period of 
1984. From coconut oil alone, 
earnings went down by $202 
Million; sugar shipments “ 
decreased by $40 million. The 
value of forest products and § 
mineral products exported also 
dropped. Industry sources 
attributed the decline to the 
drop in the international 
prices of these commodities 
and weakened demand in the 
world market. Of the 
country's traditional exports, 
only fruits and vegetables 
enjoyed any growth. 


NON-TRADITIONAL EXPORTS 


JANUARY — AUGUST 


LIS 


ELECTRICAL GARMENTS METALS 


ZZ1 1984 SY 1985 


TRADITIONAL EXPORTS 


JANUARY — AUGUST 


0 +4 
COCONUT MINERALS SUGAR FOREST FRUITAEG OTHER 


71 1984 KY 1985 


The latest forecast of the National Economic Development 
Authority (NEDA) projects export receipts for the whole year of 
1985 to fall by 11 percent to $4.8 billion, way below earlier 
targets of $5.2 billion, reflecting the poor performance of the 
country's top exports in the world market. 
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Table 2 
PRINCIPAL EXPORTS OF THE PHILIPPINES 
JANUARY - AUGUST 1985 
(FOB Value in million US dollars) 


PRODUCT 1984 1985 PERCENT 
(JANUARY - AUGUST) CHANGE 


NON-TRADITIONAL 2200 2168 
Elec & Elec Eqpmt a/ 857 721 
Garments b/ 387 397 
Copper/Nickel/Iron ore 140 215 
Bananas 87 79 
Others 729 756 


TRADITIONAL 1365 923 
Coconut products 524 293 
Mineral products 178 151 
Sugar & products 189 148 
Forest products 177 138 
Fruits & vegetables 85 99 
Others 247 94 


GRAND TOTAL, ALL EXPORTS 36 00 3091 


a/ Mostly semiconductor devices made from materials 
imported on consignment basis. 

b/ Includes regular apparel exports and garments made 
from materials imported on consignment basis. 


Source: National Census & Statistics Office 


Imports 


Falling to $3.4 billion, PRINCIPAL IMPORTS, JAN — AUG 1985 
the country's import bill =o 
for the first eight months 
of 1985 dipped by 16 percent 
relative to the same period 
last year. Imports of all 
major commodities -- capital (283K) 
goods, raw materials and Mineral 
intermediate goods -- have Ruel. & 
gone down, with declines Trans. Eqdipe ubricents 
ranging from 6 percent on 
chemicals to 48 percent for 4.1%) 
transport equipment. The Metals 
only exception was the (5.6%) 
category of cereals and Cereals wat betas for 
cereal preparations which 


. eH Manufacturing 
posted an import gain of Slee. ene (7.3%) (113% Elec. Equipment 
C 


percent, largely due to Non-Elec. Machinery emicals 
increased rice imports. 





Mineral fuels, despite the 14 percent drop in import value, 
still the largest category accounting for 28 percent of the 
total. Materials and accessories for the manufacture of 
electronic (mostly on consignment basis) and electrical 
equipment was the second largest with a 12 percent share, 
followed by chemicals which accounted for 11 percent. 


The Central Bank earlier projected a decline of nearly 12 
percent in imports for the year, although industry sources 
estimate full year import arrivals to fall even more. Trade 
associations predict that. the slide in imports will continue 
for the next several months if business activity does not pick 
up and demand is not increased. 


Table 3 
PRINCIPAL IMPORTS OF THE PHILIPPINES 
JANUARY - AUGUST 1985 
(FOB Value in million dollars) 


PRODUCT 1984 1985 PERCENT 
(JANUARY - AUGUST) CHANGE 


Mineral fuels & lubricants 1,119 96 2 -14.0 
M/A for Mftr Elect Eqpt a/ 544 401 -26 .3 
Chemicals 408 382 -6.4 
Machinery other than elec. 278 247 -11.2 
Elec. machinery & apparatus 280 191 -31.8 
Cereals & cereal preparation 170 189 ceae 
Base metals & products 164 138 -15.9 
Embroideries a/ 156 134 -14.1 
Transport equipment 79 41 -48.1 
Other imports 839 710 -15.4 


GRAND TOTAL, ALL IMPORTS 4,038 3,395 -15 .9 


a/ Imported on consignment basis. 
Source: National Census & Statistics Office 


Labor 


Official statistics for employment showed unemployment at 
7.3 percent and visibly underemployed at 17.1 percent for the 
second quarter of 1985. The participation rate for the first 
quarter of 1985 was 62.0 percent, and for the second quarter it 
increased to 63.7 percent. 


Real daily wages in August 1985 were about three pesos less 
than those in 1981. The drop of employment in key 
manufacturing enterprises has probably contributed to downward 
pressure on real wages. Based on a 1981 index, the July 1984 
employment level in key manufacturing enterprises was 84.6 
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ercent while the July 1985 
commarabie figure sina 28 UNEMPLOYMENT AND UNDEREMPLOYMENT 
percent. The index of PHILIPPINES METRO MANILA 
average employee earnings in 
such enterprises (also based 
on 1981) moved from a July 
1984 level of 167.6 to a 
July 1985 index figure of Unemployment + Underemploymant 
198.8. Inflation for the 
corresponding period (July 
84 through July 85) was 
about 19 percent. 


PERCENT 


Strikes and man-days 
lost to strikers (through 
the period January-September 
1985) were running well 
ahead of figures for the 
past four years. Man-days Unemployment 
lost during the first three ee 
quarters of 1985 are 
estimated at 2,122,266. 

This figure is already IST 2ND SRD 4TH 1ST 2ND 1ST 2ND 3RD 4TH 1ST 2ND 
214,504 more days than the 1984 1985 1984 1985 
1984 total. The rate of 

settlement of the cases 

moved to arbitration is 

Slowing. Senior labor officials have observed that both the 

Bureau of Labor Relations and the National Labor Relations 


Commission are encountering problems dealing with increasing 
caseloads. 


Total estimated union membership is down slightly from 1982 
levels. Excluding the 2.7 million National Congress of Farmers 
Organizations, non-agricultural union membership at the end of 
1982 was 2.21 million while the September 1985 figure was 2.07 
million. The work force during this period had grown from 19.7 
(at the end of 1984) million to about 21.3 million at the end of 
the 1985 second quarter. The decline in union membership as a 
percent of the work force may be related to the employment 
decline in key manufacturing enterprises as well as to 
Widespread difficulties in the economy. 


Government Policy 


An SDR 615 million IMF Standby Program was approved in 
December 1984, but the tandem commercial bank rescheduling 
package was delayed until May 20, 1985. The commercial bank 
package rescheduled the principal of medium and long-term (MLT) 
loans falling due between October 17, 1983 and December 1986 and 
some non-trade short term credits. The package also included 
$925 million in "new money" to be disbursed by foreign banks in 
Stages timed with the release of IMF tranches. In addition, 


a ee 





a $2.9 billion trade facility was created to guarantee the 
availability of trade financing. The $2.9 billion level was 


based on the level of trade credits outstanding at the time of 
the declaration of moratorium. 


The government has aimed its fiscal policy toward reducing 
the public sector deficit. For 1984 the budget deficit was 
held to 1.9 percent of GNP, lower than the IMF program targets 
set at 2.1 percent of GNP. For 1985, a revenue shortfall 
resulting primarily from lower than expected customs receipts 
has necessitated a revision of the budget deficit target of 
0.9-1 percent of GNP. The budget deficit target is under 
pressure from the expenditure“ side as well, through large 
budget contributions to two government banks plagued by 


non-performing assets causing a larger than planned budget 
drain. 


Fiscal policy will continue to be constrained in 1986, and 
discussions will begin on a second round of debt rescheduling. 
The announcement of snap elections as early as February 1986 to 
be followed by local elections in May 1986 pose a potential 


threat to the tight fiscal and monetary discipline exhibited 
over the past year. 


Prospects For The Future 


Until the election issue is decided, political uncertainty 
likely will continue to depress investment activity from both 
foreign and domestic investors. When combined with weak 
domestic purchasing power and disappointing export performance, 
the prospects for rapid recovery appear remote, 


The lowering of real GNP growth projections for 1985 by 
NEDA, now put at negative 2.5-3 percent, bring government 
projections closer to forecasts by the private Center for 
Research and Communication (CRC), which had earlier predicted 
negative 5-6 percent growth for 1985. Previously, NEDA had 
forecast a l percent decline. There is still some hope that 
good harvests will lead to some agricultural sector recovery in 
the second semester of 1985. 


For the coming year, success in maintaining lowered 
inflation and interest rate levels will depend upon the 
discipline exercised during the election period. Longer term 
prospects remain dependent on the progress of reforms intended 
to reintroduce market forces that should stimulate economic 
growth in line with Philippine comparative advantage. While 
some recent changes appear helpful in this respect, these are 
relatively limited in scope. Meaningful reform can lay the 
foundation for a quick recovery and sustained growth. 





IMPLICATIONS FOR THE UNITED STATES 


The United States continues to be the Philippines' largest 
trading partner. During the January to August 1985 period, it 
remained the biggest source of equipment, commodities and 
products accounting for approximately 25.1 percent of total 
imports. It is likewise the biggest market for Philippine 
exports accounting for 35.5 percent of all exports. U.S. 
exports declined by 22.5 percent over the comparable period in 
1984, and the U.S. market share likewise decreased by 21.2 
percent. Japan, the next leading trading partner of the 
Philippines, suffered a 17.7 percent decrease in its volume of 
imports, while its market share went down by 11.6 percent. We 
expect that effects of the announced liberalization of import 
policies will not be felt until 1986. 


The United States has enjoyed a modest surplus in its trade 
with the Philippines since 1979. In 1983, this trend was 
reversed and the Philippines had a surplus of approximately $60 
Million. In 1984, the surplus in favor of the Philippines 
exceeded $400 million and this trend continued through the 
first 8 months of 1985, with the imbalance in the Philippines' 
favor totalling $245 million. As the Philippine Government 
continues to implement the various mechanisms to reduce its 
overall trade deficit by putting greater emphasis on exports, 
we expect this surplus to increase. 


The new trade facility of the commercial banks assures 
adequate trade financing for creditworthy borrowers. The 
depressed local market, though, likely will continue to dampen 
import demand. The government also will continue to closely 
monitor imports, and numerous restrictions to control imports 
deemed non-essential remain in place. While some 


liberalization is planned, the extent and pace is uncertain at 
this time. 


Major Projects 


In 1980, the government launched a program of 1l major 
industrial projects (MIP's) -- modeled on other Asian 
countries’ industrial development programs. Much of the 
program had been on the drawing boards since 1965, but it was 
considered to be too capital intensive at the time. The 1980 
program has been scaled back due to the Philippines' economic 
difficulties and several of the projects have been shelved. In 
view of this, limited opportunities for U.S. suppliers exist. 


1. Phosphate Fertilizer Complex - This project is complete and 
is expected to become fully operational during 1985. U.S. 
companies are actively bidding to supply phosphate rock. 
Philphos has already started buying from non-U.S. sources, and 
there has been no positive reaction as of yet to U.S. offers. 


2. Paper Industry Corporation of the Philippines (PICOP) 
Modernization - A technical study on the project has been 
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completed on a no-cost basis by JICA. The government has 
accepted the Japanese consultants’ recommendation to proceed 
with the $28 million project, and has a pending loan 
application with the Japanese Ex-Im Bank. According to PICOP 
Vice President for Finance, PICOP is not tied to the 
procurement of Japanese equipment, although Japan has a 
built-in advantage because the company will modernize existing 
Mitsubishi equipment. PICOP is very interested in a financing 
package from non-Japanese sources. They expect the project to 
go on-stream by the third quarter of 1986 if a funding source 
can be identified. 


3. Alcogas - The project was shelved in 1982 but may be 
revived. The government has had discussions with the World 
Bank and the Japanese regarding the project. The plan calls 
for the use of ethanol as an octane enhancer to replace 
tetra-ethyl lead in gas, rather than the previous plan of using 
anhydrous alcohol as a fuel extender. The government envisions 
the program as complementary to the sugar industry, since 
ethanol will be derived from sugarcane juice and/or molasses. 


4. Cement Industry Rationalization - Seventeen of the nation's 
18 cement producers have completed the conversion of their 


power generation from bunker fuel to coal. Locally-sourced 
coal has not proven adequate to fuel the plants, and 
higher-quality coal (12,000 BTU) imported from Australia, 
China, and Russia is used for blending. Opportunities for coal 
beneficiation in Northern Cebu exist, as well as opportunities 
for the sale of U.S.-made earthmoving equipment for open pit 
mining on Semirara Island and Eastern Mindanao for the next 
five years. 


5. Integrated Steel Mill - The sale of the cold rolling mill 
with Ex-Im Bank financing has been completed. Commercial 
operation of the mill is expected to start by January 1986. 
The other portions of the project are still deferred. 


6. Diesel Engine Manufacturing Plant - The heavy diesel plant 
has been scrapped. The light diesel plant is limping along. 


The owner, Isuzu of Japan, has asked the BOI for relief from 
export requirements and guaranty. The BOI has agreed to excuse 
them until next summer when the project will be reviewed again. 


The Coconut Chemical Complex is now operational. The 
Copper Smelter Project is in operation. A proposed $250 
million ASEAN-sponsored copper fabrication plant immediately 
adjoining the smelter has been postponed indefinitely. 


The Aluminum Smelter, Petrochemical Plant, and Heavy 
Engineering Plant have all been indefinitely postponed. The 
Heavy Engineering Project has been scaled down and will simply 
call for the upgrading of existing metalworking facilities in 
the country. 





The Ministry of Transportation and Communications has 
commissioned SGV & Co., Inc. and Teleconsult to conduct jointly 
a review of the master plan, including the technical and 
standards specifications, of the national telecommunications 
program. The review will take approximately six months and is 
being funded by the World Bank. It hopes to establish which 
areas in the program should be pruned down to make it more 
realistic, considering the current economic situation. 


The Ministry of Energy (MOE) will continue to develop the 
nation's coal, geothermal, and indigenous oil resources to 
further reduce oil imports. According to the MOE, investments 
in energy development projects will probably reach approxmately 
$8 billion if the country's energy self-reliance target of 50 
percent is reached by the end of 1985. 


The U.S. Trade and Development Program has provided more 
than $1 million in grant funds for feasibility studies by U.S. 
consulting firms on the development of coal resources in 
Semirara and Cebu. These studies involve mining, processing 
and transportation, and as they progress there will probably be 
Significant opportunities for U.S. suppliers of equipment. It 
is not likely that hydro-electric, synthetic fuel, solar, 
dendrothermal and bio-mass technologies will be pursued on a 
large scale in the near term, but some opportunities may be 
available in these areas for small scale projects. 


Industry Prospects 


In 1986 we expect there will be reasonable market demand 
and trade financing for the following industry sectors: 


Used Equipment 

Organic and Inorganic Chemicals 

Security and Safety Equipment 

Agribusiness 
a. Agricultural Chemicals 
b. Agricultural Equipment and Implements 
c. Food Processing and Packaging 


Trade Promotion Events 


The U.S. Department of Commerce (USDOC), in cooperation 
with the Embassy, will be conducting the following trade 
promotion events in Manila in the near future. Any firm 


interested in participating should contact its nearest USDOC 
district office. 


Fiscal Year 1986 


Electronic Industry Production and Test 
Equipment Oct 29-30, 1985 RC 


National Symposium on Renewable 
Energy Nov 5-7, 1985 PIP 
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Philippine International Trade 
Fair Jan 18-26, 1986 


Used Equipment (IOGA) Mar 3-4, 1986 TM 


Alternate Energy Apr 7-8, 1986 RC/VC 


Security and Safety Equipment 
May 12-13, 1986 SM 


Telecom High Tech May 29-30, 1986 TM 
Chemical/Petrochemical Sept 8-9, 1986 SM 


Instrument International '86 Sept 23-25, 1986 


RC - Regular Catalog Show 

SM - Seminar Mission 

VC - Video Catalog Show 

TM - Trade Mission 

PIP - Post-Initiated Promotion 

TFO - Trade Fair (Overseas Recruitment) 


Investment Climate 


The Philippine Government offers a number of incentives for 
both foreign and private investors. These incentives primarily 
are related to an annual investment priorities plan. In 
general, foreign ownership is limited to 40 percent, but there 
are exceptions allowing up to 100 percent foreign ownership for 
priority areas. Foreign ownership is prohibited in retail 
trade, the mass media and rural banking. Between October 1983 
and October 1984, dividends and other remittances were blocked 
due to foreign exchange restrictions. These restrictions have 
been lifted, and remittances previously blocked are expected to 
be allowed by the end of 1985. 


U.S. investment in the Philippines is well established and 
is conservatively estimated at over $1.5 billion. A detailed 
investment climate statement for the Philippines is available 
from either the Commercial Counselor or the Economic Counselor 
of the U.S. Embassy. There are several programs designed to 
facilitate U.S. investment which are available to prospective 
investors. These include OPIC Insurance and guaranties, 
feasibility study assistance through the Trade Development 
Program (TDP) and access to joint venture opportunities through 
OPIC's “opportunity bank". In addition, the Philippine-U.S. 
Business Development Council maintains offices in Washington at 
the Embassy of the Philippines, 1617 Massachusetts Ave., N.W., 
Washington, D.C. 20038; telephone (202) 483-1414. 


Potential investors are urged to contact the Commercial 
Counselor of the Embassy of their local USDOC District Office 
for specific information on investing in the Philippines. 
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YOUR CONTACTS IN MANILA 


John H. Penfold 

Counselor for Economic Affairs 
U.S. Embassy 

1201 Roxas Blvd., Metro Manila 
Tel. No. 521-7116 Ext 2280/2003 


J. Lawrence Eisenberg 

Counselor for Commercial Affairs 

Foreign Commercial Service Office 

Second Floor, 395 Sen. Gil J. Puyat Ave. 
Makati, Metro Manila 

Tel. No. 521-7116 Ext. 2368/2359 or 818-6674 


Verle E. Lanier 

Counselor for Agricultural Affairs 
Foreign Agricultural Service 

U.S. Embassy 

1201 Roxas Blvd., Metro Manila 
Tel. No. 521-7116 Ext. 2270/2298 


Frederick W. Schieck 

Director 

Agency for International Development 
Ramon Magsaysay Bldg. 

1680 Roxas Blvd., Metro Manila 

Tel. No. 521-7116 Ext. 2448/2451 





You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
BLINDFOLDED? iresosceniesnitrnnton cn sense ree an 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
TEE TE NT AE OEY TN I LER ORSON DOTNET DE LLIN LLG EI LY IEEE V ELLE IEE LL LE ELL LLL LE LLL LING LER LLELLI OP EILADBE ESA WEE EP EE ENISHI EIRENE RL en 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $____—S——sC*CC). check, p 
C money order, or charge to my Total charges $______ Fill in the boxes below. 


Deposit Account No. Credit 


ret eo ony cadNo. LLLT TT TITITITITITII TIT) 

MasterCard } A: 
Expiration Date 

Order No. Month/Year Ek) 


Enter my subscription to: [] Overseas Business Reports at $29 per year ($36.25 overseas) For Office Use Only 
0 Foreign Economic Trends at $66 ($82.50 overseas) Quantity Charges 


Company Name .. Enclosed 


To be mailed 
Subscriptions 
Postage 
Foreign handling 
MMOB 


individual's Name—First. Last 


Street address 


City State ZIP Code 


(or Country) 


bd Eo 


PLEASE PRINT OR TYPE 





The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 
e When is it not necessary? 
¢ How do! obtain an export license? 
What policies are followed in considering 
license applications? 
How do | know when the policies change? 
Are there restrictions on exports to certain 
countries? 
Are restrictive trade practices and boycotts 
prohibited? 
Do | need a license to ship technical data? 
e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first class to 
both foreign and domestic ad- 
dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is$__.....O check, | VISA® | Total charges $ Fill in the boxes below. 


O money order, or charge to my Credit 


SEPEEETINC 


Order No: 


Expiration Date Charge orders may be telephoned to the GPO order 
desk at (202) 783-3238 from 8:00 a.m. to 4:00 p.m. 
Month/Year eastern time, Monday-Friday (except holidays). 


Deposit Account No. cart tot pot ht 


Please send me sets of the U.S. Department of Commerce 
Export Administration Regulations and supplementary Export Adminis- 
tration Bulletins for the publication period beginning October 1, 1985. For Office Use Only 


: Quantit 
Name—First, Last as orem 
Enclosed 


22s ; To be mailed 
Company name or additional address line e 
Subscriptions 


Street address 
City Zip 
(or Country) 


PLEASE PRINT OR TYPE 
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